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INTRODUCTION
The author of this paper has been learning about group
travel and tour operations since 1985 when it was determined
that bringing people to things they enjoy fit into the
desired entertainment, leisure, fitness, and people industry.
Due to other responsibilities, research and planning had been
conducted on a limited and haphazard basis prior to September
1990. Sporting events had been the primary focus of
research.
The author's tour company started with an excursion to
Madison Square Garden in New York City in January 1989. Over
25 motorcoach and air excursions to several different
destinations in the US and Canada have been conducted on a
part time basis since then. The author's company was
recognized by the Rochester Area Recreation and Employee
Services (RARES) Association as vendor of the year in 1990.
The emphasis of this report is motorcoaches serving the
private sector. However, background information on
motorcoaches as a mode of public transportation is also
reviewed due to its importance in shaping the current state
of the industry.
MOTORCOACH CARRIER INDUSTJRY MQMBPilND
As a mode of public transportation, motorcoach use
declined significantly from the end of World Wr-r FT through
the mid 1980 "s. There were many reasons for this decline.
Initially, the popularity of the automobile and expansion of
our highway system contributed to this decline. As the
1980'
s approached and airline deregulation began, many
travelers were drawn to the lower air fares, decreased travel
time, and the status of flying. The motorcoach industry also
received negative press in the early 1980 's due to the poor
condition of public bus terminals and Greyhound Corporation's
emphasis on non-motorcoach aspects of the company. From 1980
to 1986 revenue passenger miles declined 45%. Since 1986
revenue passenger miles have increased 5-10% per year.
The motorcoach industry was deregulated in late 1982,
two to four years after airlines, railroads, and trucks were
deregulated. This spawned a multitude of new carriers and
increased competition, especially in the tour and charter
business. The tour and charter business had previously been
dominated by the large, regulated carriers. By 1987, there
were approximately 3600 companies operating approximately
22,000 motorcoaches in both the public and private sector.
However, Greyhound and Trailways were the only two companies
with national intercity networks. This changed in July 1987
when Trailways and Greyhound merged into the only nationwide
public motorcoach transportation system. This merger
resulted in 2600 selling locations serving approximately
14,000 points.
The i ndvistry went t^imngh more changes in Marrh 1987
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when Greyhound Corporation sold its intercity lines and
coaches in a highly leveraged buyout to a newly formed
Greyhound Lines, Inc.* Further turbulence occurred in March
1990 when Greyhound
Lines'
unionized drivers went on strike.
In June 1990, the corporation declared Chapter 11 bankruptcy
due to significant debt and labor problems. One impact of
Greyhound Lines, Inc. current backruptcy reorganization was
to reduce its charter services in order to focus on intercity
line runs. This decision has been very helpful to the many
smaller motorcoach carriers targeting tour and charter
business .
Therefore, it appears that the reputation and
performance of the motorcoach industry as a mode of
transportation has not fared too well over the past several
decades even though $2.3 billion in revenues were generated
during 1988. $1.5 billion represents charter business with
the remaining $800 million being comprised of scheduled
intercity transportation. These statistics are only
partially complete as only Class 1 carriers are required to
report statistics to the ICC. Class 1 carriers include the
20 largest bus companies.
As a mode of transportation (especially tours and
charters), motorcoaches should experience growth and
popularity for decades to r:(iip Currently ie&s than 2% of
US travel is by bus. Eighty one percent of US travel is by
auto, 17% by plane and the remaining 2% is comprised of bus
and rail. However, this 2% represents a significant amount
of passenger miles and revenues, and provides large growth
potential as people discover the benefits of motorcoach
travel and social and demographic projections develop.
Motorcoaches are often overlooked as a mode of
transportation due to reasons such as former regulation of
the industry, the former increased popularity of driving and
flying, negative impressions of public bus terminals, and
Greyhound problems. These situations caused shrinking public
ridership from World War II through the mid 1980 's.
Motorcoaches are also overlooked in the travel and tourism
industry due to the more prevalent and glamorous aspects of
tourism such as airlines, resorts, hotels, and restaurants.
This oversight will change due in part to airfare
increases caused by airline consolidation, the uncertainty of
energy prices, the threat of airline terrorism and accidents,
overall dissatisfaction with airline service, and America's
return to price sensitivity.
Bus travel is the most energy efficient and
environmentally sound mode of transportation per passenger
7
mile. People do not like to drive to or in large?, unknown,
crowded cities. Current model motorcoaches are very
comfortable and provide more leg room and freedom to move
about than airplanes. Motorcoaches are a very affordable way
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to travel . These reasons further support why motorcoach
transportation will be a growing and more accepted field.
MOTORCOACH TOUR INDUSTRY BACKGROUND
The motorcoach tour industry has done well during the
1980 's under deregulation. Motorcoach tours created a $13.2
billion economic impact in 1989 and enjoyed a 10% annual
growth rate from 1984 - 1988. Profits and assets also grew
$
between 5-10% during this time period. Over two million
package tours were sold in 1989. Deregulation of the
industry in 1982 and the proliferation of new motorcoach
companies helped contribute to the growing tour and charter
business. Social and demographic trends also contributed to
this growth.
The motorcoach tour industry is comprised of a few large
firms and numerous small enterprises. According to a
National Tour Association (NTA) study (an organization that
includes approximately 550 of the most established motorcoach
tour operators in the US), approximately 70% of all NTA tour
operators have revenue under $2 million per year. Less than
10% of the tour operators have annual revenues greater than
q
$7.5 million.
The NTA study found that most NTA tour operators had
been in business 10-16 years suggesting stability compared to
other tour operators in the industry. The study analyzed
firm characteristics, human resources management,
and marketing strategies and how these three areas affected
sales, profit, and asset growth.
The NTA study found that most tour operators employ less
than 10 employees. Typical motorcoach tour operators serve
regional markets within 125 miles of their location. Seventy
five percent of NTA operators serve retired seniors. Most
NTA operators use product development or market development
strategic marketing approaches. The majority of NTA tour
operators charter as opposed to own their motorcoaches.
More than half of NTA tours fall into the sightseeing
category. Special interest and special event related tours
are growing in popularity and specialization will become more
important in the future. Direct mail (50%) and print
advertising (25%) account for 75% of the typical promotion
budget. Another 20% is allocated to promotion to the trade.
The NTA study found that less reliance on retired
seniors for expansion was the number one indicator of annual
sales growth. The larger the percentage of
incentive/business tours was the number one contributor to
profit growth, as business tours are the most profitable and
predictable. The larger the percentage of customers living
625 or more miles from the operator was the number one
indicator of asset growth as significant assets are needed to
market-
to a large area . The study found that the size of
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tour operators alone is not directly linked with sales,
profit, and asset performance.
Other related findings include demographic and social
trends such as late and early baby boomers will determine
which companies will prosper in the coming decade, even
though the 55 and older market will continue to grow and be
profitable. Attracting families is another major challenge
considering the vast size of the market and the small
percentage currently using motorcoach.
Additional marketing recommendations included using
intermodal tours and the importance of market segmentation
and direct marketing skills. Travel agents are also a very
important distribution intermediary, especially if
considering geographic expansion. Unstructured arrangements
with travel agents were recommended.
BACKGROUND SUMMARY
Transportation is an essential and important component
of tourism. Modern tourism uses all modes of transportation
even those such as train, ship, and bus which were previously
outdated by technology. Because of complicated ownership and
control of transportation modes due to overlapping private
and public interests, and the increased popularity and
necessity of intermodfiJ transportation, increased planning
and cooperation is essential.
The motorcoach carrier and motorcoach tour industries
are going through an adjustment period, similar to the other
transportation modes that were deregulated in the late 1970 's
and early
1980'
s. As in the airline and trucking industries,
it appears that here will be plenty of opportunities for the
companies that are best able to understand the changing
environment and position themselves accordingly.
SERVICE VS. ASSET BASED INDUSTRY COMPARISON
The motorcoach carrier industry is clearly a capital
intensive business. Due to the high cost of motorcoaches and
terminal facilities, there are significant barriers to entry.
This means that there are fewer competitors in the market
than for example say for tour operators or travel agents . In
fact, in most markets, there are only a few motorcoach
transportation companies thereby creating an oligopolistic
situation. In comparison, travel agencies represent almost a
purely competitive industry. Oligopolies have few sellers
and produce essentially the same commodity. Competitors must
try to gain a competitive advantage based on specialized
services or lower costs.
A capital intensive business has many advantages and
disadvantages. The barriers to entry are an advantage in
that potential competition is reduced. The debt that is
taken on by many carriers may be a disadvantage in the event
of cash flow problems. An asset based business generates
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income and equity primarily with assets, not with people.
This may provide certain benefits if desirable employees are
hard to find. Asset based businesses receive a depreciation
tax benefit. When the owner of an asset based business wants
to sell the company, the assets are tangible and have value,
as compared with a service based company whose primary asset
may be goodwill.
Once a motorcoach transportation company has its assets,
incremental operating costs are relatively low. Therefore,
the majority of revenue is used to pay fixed costs such as
debt service. Motorcoach transportation companies receive a
higher gross margin (sales less direct costs) than tour
operators, however, revenues received per day and the
percentage of days used per period are critical.
The motorcoach tour industry in most cases (unless the
tour company owns motorcoaches) is clearly a service based
r
field. Many tour operators own no assets and have no long
term debt. This means that there are low start up costs, low
barriers to entry, and more potential competition. The
motorcoach tour business, as opposed to the motorcoach
carrier business, is more dependent on people and service
than on physical assets.
Due to the low fixed costs and low debt, cash management
due to rapid cash flow is very important. Properly managed
and marketed, a motorcoach tour can create an excellent
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return on investment considering the low initial investment
required. A tour operator's gross margin is higher than that
of a travel agency.
However, when the owner of a service based business
wants to sell the company there may not be many tangible
assets. This may make a sale difficult if the value of the
company is the product of one or two key individuals efforts
and relationships.
To summarize, there are advantages and disadvantages to
both capital intensive and service based companies. It is
important that people involved in these industries understand
the differences and how they affect marketing, operational,
and financial strategies.
FINANCIAL ANALYSIS
Several financial and analytical tools should be used to
analyze the motorcoach carrier and tour operator industries.
This discussion will begin with an overview of key analytical
statistics and ratios. These tools have been broken into the
marketing, operations, and financial areas of a business.
Each of the ratios or analytical measurements described are
key tools which should be used to measure the ongoing
effectiveness of a motorcoach carrier or tour operator.
Marketing activities refer to the product, place, promotion,
and price strategies of the product/service being offered.
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Operational activities refer to the ongoing aspects of
operating a motorcoach carrier or operating motorcoach tours.
Financial measurements refer to the cash flow, profitability,
and balance sheet considerations of a business. Each of the
analytical tools listed below are important and should be
focused on when reviewing the ongoing performance of these
businesses .
MOTORCOACH CARRIER INDUSTRY ANALYTICAL REVIEW ATTRIBUTES
Marketing
- Effectiveness of marketing and promotion
mixes
Operations- trips taken per month
-
usage percentage per month
-
average miles per trip





revenue, direct expenses, contribution
margin per trip
(monthly)- budget to actual expense comparison
-
cash flow projections











liquidity ratios i.e. current ratio
- debt ratios i.e. debt to equity
-
profitability ratios i.e. profit as a
percent of sales
.1 1
MOTORCOACH TOUR INDUSTRY-ANALYTICAL REVIEW ATTRIBUTES
Marketing




number of people per tour
-
number of tours per month
-




number of inquiries and related bookings
Financial
(weekly)-
contribution margin per tour
(monthly)- budget to actual expense comparison
-
cash flow projections










liquidity ratios i.e. current ratio
- debt ratios i.e. debt to equity
-
profitability ratios i.e. profit as a
percentage of sales
These ratios and statistics should be used by management
as a control on an ongoing basis such that adjustments
can be
made in a timely manner.
BREAKEVEN ANALYSIS
The breakeven point (BEP) formula is as follows:
BEP= units (revenue)
- units (variable costs)
- fixed costs
The breakeven point is a measure of what level a
business must operate at to generate no income or no loss, in
other words, to break, even.
A motorcoach carrier must determine its fixed costs
including debt payments, office rent, insurance,
terminal/maintenance shop charges, etc. Then the carrier
must determine an average revenue per mile or per day
(units). The carrier then must determine the variable costs
associated with the per mile or per day revenues such as
drivers'
salaries and fuel. Once the fixed costs, revenue
per unit and variable costs per unit are determined, the
breakeven point can be calculated. The breakeven point will
be stated in terms of how many units (miles or days) per
period the coaches must be running in order to breakeven.
For a motorcoach tour operator, the starting point is to
determine fixed costs. Then, since tour prices and variable
costs differ for each trip, the tour operator should
establish a realistic average gross margin expected to be
generated for the period. Using the fixed costs and expected
gross margin, the tour operator can determine what level of
revenue must be generated to cover the fixed costs and to
breakeven for the period.
The breakeven formula can also be used to determine what
level of activity must take place to earn a desired level of
income. To conclude, the breakeven points for these
businesses are determinable. The next issue is a marketing
concern, to generate the amount of business expected at the
budgeted rates.
RETURN ON INVESTMENT ANALYSIS
Return on investment (ROI), is a measure of the return
that an investor receives on his or her original investment.
Basically, the formula is:
ROI = net income for the period
original investment
For a motorcoach carrier, the original investment is
relatively high considering the cost of motorcoaches and
maintenance facilities. However, once the investment is
made, ongoing operating expenses are relatively low, i.e.
drivers'
salaries, gasoline. Probably the largest expense
item for many carriers is interest on the debt used to
purchase the capital equipment.
As pointed out in the breakeven discussion,
profitability, or in this case, return on investment, are
directly dependent on how many miles or days per period the
coach is on the road generating revenue. Also related to ROI
is the point that due to the long useful life, motorcoaches
will be generating cash and income well after the original
investment is paid off (payback period is reached) . The
internal rate of return and net present value methods of
analyzing capital equipment purchases are the most useful as
they consider the time value of money.
For tour operators executing
tonr with chartered
motorcoaches, the original investment to plan and book, a tour
- 14 -
is relatively low. Therefore, if the tour operator markets
the package properly and sells out the tours, a high return
on investment should be generated.
To summarize, there is the potential for an excellent
return on investment for both motorcoach carriers and
motorcoach tour operators. Success is directly dependent on
how many days the coach is operating or how full the tours
are. These are marketing and service issues. Controlling
costs is also a significant factor impacting ROI.
FINANCIAL PROJECTIONS
Due to the theoretical nature of the assumptions and
number of unknowns, I will not provide long term financial
projections such as a five year cash flow, income statement,
or balance sheet at this time.
SUMMARY AND CONCLUSIONS
To summarize, the motorcoach carrier and motorcoach tour
industries appear to have growth and profitability potential.
This conclusion is based on the operating environment, social
and demographic trends, and financial issues described in
this report. Further, it appears that these industries
complement each other from a financial, operating, and
marketing standpoint. I look forward to combining this
report with the operational and marketing work performed in
previous quarters.
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I look forward to continuing my tour company and
am
excited about implementing my marketing plan. I also look
forward to becoming actively involved with a motorcoach
carrier company. It will be challenging, exciting, and
interesting as I use my knowledge from my Masters degree and
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